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Coordination and competition in small business policy: 





Small business policy has become a major focus of industrial policy initiatives in the 
OECD countries (Storey and Tether 1998). A range of policy measures are utilised in 
support of small business, including direct financial support, the provision of advisory 
services, the education and training of entrepreneurs and linkages between firms and 
the social environment. These policy measures are often regarded as interdependent, 
creating an overall public policy system in support of small firms  (Parker 1999, 2000; 
Storey and Tether 1998). While there is a common trend of increasing support for 
small and medium sized enterprises (SMEs) across the OECD, different countries 
appear to have developed very different approaches to small business policy (OECD 
2000a).  
 
The purpose of this paper is to develop a conceptual framework for the cross-national 
comparison of small business policy. In the first section of the paper, existing 
frameworks for the comparative analysis of industrial policy are expanded to 
accommodate the focus on the firm in small business policy. This reflects the 
increasing tendency to link competitiveness to the strategic behaviour of organisations 
within a particular national context (Porter 1990).  
 
The ‘varieties of capitalism’ or ‘business systems’ approach (Soskice 1999; Whitley 
2000) forms the basis of the conceptual framework that is developed in the paper and 
which is applied to Australian and Danish small business policy. The objectives of 
small business policy in the two countries are examined with reference to whether 
they seek to develop or reinforce a competitive or coordinated business system for 
small firms.  
The ‘varieties of capitalism’ approach suggests that competitive and coordinated 
business systems are oriented towards success in different types of industries. Small 
business policy can therefore be understood as encouraging competitiveness in 
different industry sectors, depending on whether it has a competitive or coordinating 
orientation. The implications of the Australian and Danish approaches to small 
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business policy for industrial competitiveness are explored in the final section of the 
paper. 
A conceptual framework 
The development of an appropriate framework for the comparative analysis of small 
business policy can be guided to some extent by current approaches to the 
comparative analysis of industrial policy. Studies of industry policy have traditionally 
distinguished between two different types – those that involve targeted intervention 
and those that do not. Industry policy is targeted if it is directed to particular sectors of 
industry. Targeted industry policy is unique in the sense that it focuses on outputs of 
the production process and establishes policy influences over the structure of industry 
(Audretsch, 1998, p. x). There is a difference between targeted intervention that is 
designed to promote new industries and that which is designed to manage decline in 
existing industries. The latter is sometimes defensive in nature, rather than 
transformative. In more recent times, policy has focused on horizontal measures that, 
by definition, do not involve sectoral intervention and do not directly distinguish 
between particular industries, although they may have an indirect influence on 
industry structure (Audretsch, 1998). Instead, horizontal measures focus policy 
initiatives on inputs in the production process. One category of horizontal measures 
focuses on upgrading the quality of inputs in the production process including labour 
and technology. Public policies that influence the quality of labour include industrial 
relations policies, active labour market policies and in particular, training policies. 
Policy intervention might also seek to enhance the technological capabilities of 
existing industries and firms and the development of new products and processes. The 
second category of horizontal measures includes policies that focus on business costs 
and price competitiveness.  
 
This approach to the comparative analysis of industrial policy is useful for 
distinguishing between different industrial policy instruments, but does not go so far 
as providing a basis for the comparative analysis of industrial policy regimes. A 
comparison of industrial policy regimes is associated with the anticipatory and 
passive categorisations developed by Atkinson and Coleman (1989). An ‘anticipatory 
approach’ to industry policy involves a willingness on the part of the state to regulate 
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private firms and markets in the pursuit of broader social goals including the 
promotion of high quality and high paid work (Coleman 1997, p. 134). This approach 
is based on strategic interventions, designed to manage structural change in the 
broader national interest. In contrast, a 'passive approach' to industry policy is 
associated with a focus on the enhancement of business competitiveness through the 
reduction of business costs. Tax reform or labour market deregulation rather than 
strategic policy interventions that interfere with market processes are the focus of a 
passive regime. This approach is described as passive because it is based on market-
led adjustment and involves the protection of managerial prerogatives and firm 
autonomy (Coleman, 1997, p. 134). 
 
This framework for industrial policy analysis needs to be broadened to account for the 
increasing tendency for national competitiveness to be linked to the strategic 
behaviour of firms within a national context (Porter 1990) and the associated growth 
in emphasis on firms in public policy. The conceptual basis for the comparative 
analysis of small business policy needs to go beyond existing frameworks for 
comparing industrial policy in recognition of the centrality of the firm in small 
business policy.  
 
In seeking to develop a broader conceptual basis for the comparative analysis of small 
business policy, important insights can be derived from the literature associated with 
the 'comparative business systems' or 'varieties of capitalism' approaches. This 
literature links industrial structure and performance to a range of institutional and 
cultural dimensions of national systems that go beyond those traditionally associated 
with a narrow industrial policy framework. Importantly, these approaches incorporate 
an analysis of the structure of organisations or firms which render them valuable in 
the analysis of small business policy. This is because small business policy has a 
clearer association with firms or organisations than traditional policies in support of 
industry which, as explained above, have focused more on industry sectors or  inputs 
in to the production process such as labour or technology. 
 
This literature has identified two broad categories of business systems or two varieties 
of capitalism, usually referred to as the coordinated and competitive systems. These 
are ‘ideal types’ and no country is a perfect fit with either model. Many characteristics 
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make up the model of co-ordinated capitalism. These include the existence of 
particular forms of corporate organisation associated with specialised rather than 
diversified product markets, close linkages between industry and banks resulting from 
cross-ownership and control between enterprises, long-term stable relationships with 
customers and suppliers and particular forms of inter-firm co-operation in relation to 
information sharing and the pooling of resources for research and development, 
design and marketing (Whitley 1996). In addition, the industrial relations system in 
the co-ordinated model is characterised by collective bargaining and labour market 
programs and institutions that emphasise skills development in the workforce and 
security of tenure. Business associations are encompassing and well integrated with 
state policy making institutions. Culture is oriented towards cooperation, trust and 
equality (Hollingsworth and Boyer 1997; Soskice 1999; Whitley 2000).  
 
The competitive model is characterised by weakly organised business groups and 
unions, decentralised determination of wages (at the level of enterprises), a highly 
competitive labour market characterised by high-labour turnover, a financial system 
heavily dependent on capital markets providing ready access to high-risk capital, 
hierarchical M-form diversified firms not typically characterised by decentralised 
inter-organisational relationships or participation in clusters, a strong emphasis on 
competition and anti-trust, and an  unwillingness of the state to interfere with the 
investment and production decisions of private firms (Hollingsworth and Boyer 1997; 
Soskice 1999; Whitley 2000).  
 
These models incorporate some of the concepts associated with comparative industrial 
policy studies, as explained above, however the framework is broader in 
acknowledgement of the importance of organisational forms or firm structures (both 
internal and external), which provides a useful basis for the comparative analysis of 
small business policy. The following section adopts an approach to the analysis of 
small business policy which relies on the  comparative business systems framework.  
 
The competitive and coordinated small business policy approaches 
 
The following discussion analyses the way in which small business policy seeks to 
influence the business system within which small firms are embedded. I will label the 
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approach to small business policy that seeks to promote or reinforce characteristics 
typical of a competitive business system the 'competitive model of small business 
policy'. There are two central characteristics of this approach. First, it involves an 
emphasis on market relations. Measures which utilise market incentives for the 
purpose of motivating economic actors to engage in high risk activities are typical of 
this approach. Entrepreneurial activity is encouraged through the promotion of market 
rewards for individual initiative. This may involve the creation of opportunities for 
earning high profits or wages through wage and tax incentives linked to high risk 
activities. This is consistent with values and behaviour such as self-maximisation, 
risk-taking and uncertainty typically linked to competitive business systems (Soskice 
1999). 
 
An emphasis on market relations also involves general deregulatory measures 
designed to achieve greater market flexibility and improve the business environment 
for SMEs including tax reform, reform of administrative requirements and labour 
market reform. An orientation towards market-led adjustment is typical of a 
competitive business system and depends on the minimisation of government 
regulation which is regarded as escalating business costs and interfering with market 
processes of adjustment to changing market conditions. Anti-trust laws or policies 
designed to promote competition are consistent with this model (Hollingsworth and 
Boyer 1997; Soskice 1999).  
 
Second, a small business policy regime that fits within the competitive model is 
oriented towards individual entrepreneurs rather than relations between firms and 
their social environment. This is achieved through policies that emphasise internal 
management skills and strategies as the basis of competitiveness. This is consistent 
with the general orientation of competitive systems towards the protection of 
managerial prerogatives and firm autonomy (Coleman 1997). 
 
In summary, within the competitive approach, 'failures in entrepreneurship are 
attributable to maladjustment to market conditions and to lack of economic incentives' 
(Martinelli 1994, 476). Greater market flexibility achieved through reduced 
government regulation, combined with enhanced market incentives for 
entrepreneurial activity, are regarded as central to the achievement of small firm 
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competitiveness. Small business policy problems are conceived in terms of over-
regulation of the economy, which is thought to stifle initiative and creativity. 
Individual entrepreneurs are perceived to be critical to small business 
competitiveness: 
Individualism is highly related to innovation through entrepreneurs and the 
creation of small enterprises … Cultures that do not reward entrepreneurs or 
new ideas will have a tendency to inhibit ideas … Impediments to 
entrepreneurship – such as taxes, regulations and other unfavourable 
conditions – tend to dry up the supply of entrepreneurs (Herbig, Golden and 
Dunphy 1994, 39). 
 
The alternative approach encapsulates the objective of encouraging an institutional 
and value system oriented towards the coordination of small firm activities. There are 
two key characteristics of the ‘coordinated approach to small business policy’ which 
provide a clear contrast with the competitive system. First, this approach places less 
emphasis on market incentives as the basis for motivating economic actors and 
encouraging entrepreneurial activity. Instead, it approaches the state, as an institution 
of economic governance, that may influence the degree of co-operation between 
individual producers and help determine the degree of consolidation of disparate 
interests towards common goals associated with the development of particular 
industries or regions. The state might provide an ‘encompassing organizational 
complex’ that is able to organize small firms around long term objectives and 
socialize the high risk associated with the development and diffusion of new 
technologies and production processes (Traxler and Unger 1994; Weiss 1997). State 
coordination of economic actors is typically identified as a characteristic of 
coordinated business systems (Hollingsworth and Boyer 1997; Soskice 1999). 
 
Second, a coordinated approach to small business policy is concerned with 
relationships that small firms have either with other small firms or with large firms 
and linkages with customers and suppliers, trade associations, research institutions or 
vocational training bodies. Small business policy may seek to encourage the sharing 
of information or resources between firms for the purpose of research, marketing or 
product development and it might seek to encourage relations between firms and 
research institutions or training bodies. The coordination of activities through a 
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variety of institutional arrangements and social relations is a distinctive characteristic 
of the coordinated business system (Whitley 2000). 
 
Insert Table 1 Here 
 
The key characteristics of the two categories of small business policy are highlighted 
in Table 1. This paper follows with an examination of small business policy in 
Australia and Denmark. In each country, small business policy can be understood as 
seeking to develop or reinforce characteristics of either a competitive or coordinated 
system for small business. In Australia, small business policy falls within the 
competitive model, while in Denmark, the small business policy framework is 
oriented towards a coordinated model.  
 
The competitive model of small business policy in Australia 
 
In Australia, small business policy has sought to encourage more innovative and 
entrepreneurial management (Karpin 1995), in part for the purpose of facilitating the 
expansion of domestic small firms in international markets (Argyrous 1993). This has 
involved a range of different measures, however, the variety of small business policies 
share common foundations which form an overall policy regime in support of small 
business. As the following discussion reveals, there are several characteristics of 
Australian small business policy which provide the basis for its categorisation within 
the competitive approach. 
 
The competitive orientation of small business policy emerges from the broader 
industrial policy initiatives implemented by the Australian government after 1996 at 
which time a liberal-conservative government took office under Prime Minister John 
Howard. In its early period in office, the Howard government commissioned two 
major industry inquiries. The first was a review of business programs headed by 
David Mortimer (1997). The second was an analysis of the information economy, 
headed by Ashley Goldsworthy. The commonwealth government developed a policy 
response to these inquiries, Investing for Growth (1997), which noted that: 
A major early priority for Government has been to lift the burden of red tape 
on business and improve the business environment, particularly for small 
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business. Small business makes an important contribution to growth and 
employment in the Australian economy – it is Australia’s largest employer and 
has been an important source of employment growth in recent years (1997, 
20).  
Public statements from the federal government suggest that SMEs are critical in the 
context of unemployment and structural change and that SMEs should be encouraged 
through the creation of a general economic environment supportive of private 
enterprise. 
Our policies are broadly targeted at improving the operating environment for 
small business, reducing red tape and enhancing small business skills (Peter 
Reith, Minister for Employment, Workplace Relations and Small Business, 11 
May 1999). 
 
Real job growth in this country will come from small businesses, and our job 
as a government is to create the right environment for business to grow and 
employ (Geoff Prosser, Minister for Small Business and Consumer Affairs, 24 
March 1997). 
 
A major objective of small business policy has been to reinstate market incentives for 
entrepreneurial activity, where they might have been eroded through taxation or 
regulation, particularly labour market regulation. A range of regulatory reforms 
introduced from the 1980s and pursued with vigour since the mid 1990s include 
competition policy reform, labour market reform and more recently, taxation reform. 
Many of these changes have occurred with a specific emphasis on improving the cost 
competitiveness of Australian business (Bell 1997) as high costs are perceived as 
eroding the rewards for entrepreneurial activity. These policy reforms indicate a 
strong emphasis on market relations in Australia's approach to small business policy, 
which is a key characteristic of the competitive model. 
The idea that governments stifle innovation and entrepreneurship through over-
regulation is a key theme of the Howard government approach to small business. At 
an early stage in its period of government, the commitment to regulatory reform for 
small business was demonstrated through the appointment of the Small Business 
Deregulation Task Force, whose term of reference was to ‘review the compliance and 
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paper burden imposed on small business’ with specific reference to taxation 
compliance (Bell 1996). On the introduction of new regulations, federal government 
departments are now required to produce 'Regulation Impact Statements' which report 
the compliance costs of the regulation and the implications for small business 
paperwork (DEWRSB 1999, v). 
 
Government imposed administrative burdens are seen as a significant cost for small 
firms and are therefore regarded as an impediment to small business entrepreneurship 
and innovation. In addition, the government has identified reforms in the areas of 
taxation, workplace relations and unfair dismissal of employees as having assisted 
small business (DEWRSB 1999, 32). These are also areas in which over-regulation is 
seen as escalating costs and acting as a disincentive for entrepreneurial activities.  
 
The reform of industrial relations practices with the aim of reinstating managerial 
control over employment has been a central concern of the government, which has 
sought to dismantle key aspects of the uniquely Australian system of wage fixation 
through industrial tribunals. This had previously resulted in wages and conditions 
being determined at a national, industry or occupational level, rather than in 
enterprises or workplaces. The government has expanded the opportunities for 
collective agreements to be reached between employers and employees in individual 
enterprises or workplaces, either with or without union involvement. Further, the 
government has allowed, for the first time, the certification of agreements with 
individual employees (Chapman 2000). The autonomy of the firm and the 
prerogatives of management are prioritised in this approach, which is a further 
dimension of the competitive model. 
 
The justification that the government used for industrial relations policy reform was 
that it would enable small firms to shape employment conditions to the specific needs 
of their enterprise (DEWRSB 1999, 33-36). This is further indication of the emphasis 
on managerial prerogatives. The government’s workplace relations reforms are 
claimed to have 
allowed small business and their employees to be direct participants in the 
system rather than giving increased power to unwanted third parties. These 
reforms started the process of fundamentally reshaping the system so that it 
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better suited the needs of small business workplace relations (DEWRSB 1999, 
33).  
 
A further initiative by the government, aimed at improving the employment potential 
of small business, has involved the modification of rules concerning the unfair 
dismissal of employees such that new employees of small firms will be prohibited 
from making unfair dismissal claims (DEWRSB 1999, 37-39). This is designed to 
address what is perceived as a disincentive to small business to take on new 
employees. This is part of the broader approach to labour market reform, justified in 
terms of the need for small business to achieve flexibility in its employment practices.  
 
The above discussion indicates the orientation of Australian small business policy 
towards market relations, emphasising economic incentives for high risk activity, 
flexibility in the labour market, low taxation, the reform of administrative 
requirements and competition policy. In addition, a range of specific measures have 
been introduced in support of small business and these have also been consistent with 
the institutional and cultural characteristics of a competitive business system, 
particularly in terms of their emphasis on individual entrepreneurs.   
 
One such specific policy measure, introduced in 1999, is the small business enterprise 
culture programme (SBECP). The focus of the program has been on professional 
management training to improve skills for small business managers. Funds are 
provided to establish and enhance small business incubators, which are designed to 
provide information, advice and premises for SMEs. This is based on a perceived 
need to provide skills to managers. The emphasis is on enabling managers to manage 
the firm effectively and autonomously and as such it does not challenge the 
underlying values of a competitive business system. These programs are generally not 
developed with an emphasis on the potential for collaboration or cooperation within 
incubators, but rather with a concern for the skills of individual small business 
managers (Parker 2000). 
 
These programs rely heavily on financial incentives rather than coordination, 
cooperation or communication between economic actors. This is consistent with the 
broader institutional context within which these policies are formulated and 
 12
implemented. All of these programs are offered by the federal government through 
central government agencies, such as AusIndustry, with funds being distributed to 
applicants who submit formal applications. This constitutes an arms-length approach 
to policy development and implementation (Bell 1993). Despite the range of programs 
in support of small business, they have been introduced without institutional 
infrastructure providing for policy engagement between the state and industrial actors 
at a local or regional level. This lack of state coordination is typical of a competitive 
business system (Soskice 1999).  
 
In that sense, small business policy is consistent with the institutions and values of the 
broader business system, which are founded on the principle that private market 
relations will provide the basis for economic growth, employment and innovation. In 
the past in Australia, there has been some institutional support for industry, most 
notably the Australian Manufacturing Council (AMC), which sought to foster long-
term relations between policy makers, unions and industry players. However, the 
current government dismantled the AMC, precisely because it did not want the state 
to play a co-ordinating role in the economy (Boreham, Dow and Leet 1999). There is 
a history of protectionism in Australia, in which the state and dominant manufacturing 
firms have colluded in the protection of Australian industry through the establishment 
of high tariff barriers for the industry as a whole. However, the dominant institutional 
context is one of limited state-industry collaboration or co-ordination in economic 
development, with matters of strategy and organisation being determined by 
economic actors in isolation (Bell 1997). Consistent with this broader approach to 
industry policy, small business policy can be characterised as small scale, ad-hoc 
measures that emphasise market relations rather than the fostering of a supportive 
institutional infrastructure based on close government-industry dialogue.  
 
In summary, small business policies in Australia rely on financial incentives, or the 
reduction of costs as the basis for promoting entrepreneurial activity. Insufficient 
market incentive is regarded as an explanation for the underdevelopment of risk 
taking behaviour. In addition, there is a perception that excessive state regulation of 
labour markets and firms has impeded small firm development. As such, the 
government has sought to promote greater market flexibility with the intention of 
stimulating entrepreneurial activity. The focus of policy is on management practices 
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within firms, rather than relations between the firm and its external environment. Thus 
the Australian approach to small business policy fits within the competitive approach 
described above. Small business policy is consistent with broader characteristics of 
Australia's business system which have tended to reflect the elements of a competitive 
business system. 
 
A coordinated model of small business policy in Denmark1 
 
On the surface, there appears to be some similarities in the framework policies for 
small business reported by the Danish and Australian governments, although a deeper 
analysis indicates important underlying differences between the two countries2. For 
example, the government of Denmark that was in office prior to November 2001, like 
its Australian counterpart, sought to simplify the regulatory environment as it applies 
to small business (OECD 2000a, 109). However, the government did not seek to 
extend labour market reform to the extent that has occurred in Australia and it was 
concerned with not ‘disturbing the balance of income distribution’ (OECD 2000a, 
109, Lind 1998). As such, the Danish government did not sacrifice long established 
social compromises for the purpose of pursuing a market-based route to small 
business competitiveness. 
 
A further distinguishing characteristic of the Danish approach to small business policy 
has been its emphasis on relations between firms and the extensive public institutional 
infrastructure for policy development and implementation. This is consistent with the 
coordinated small business policy framework described above and reflects broader 
characteristics of the business system in Denmark.  These characteristics of small 
business policy are well depicted in the network program, launched in 1989. This 
program was designed to encourage the formalisation of networks between small 
firms with the view that small firms working in collaboration could acquire some of 
the perceived advantages of large firms – ‘formalising networks was seen as one way 
for small firms to behave as large enterprises’ (Andersen and Kristensen 1999, 322). 
A key characteristic of the program was its emphasis on relations between firms, 
reflecting the view that inter-organisational relations are important in influencing 
strategic behaviour and competitiveness. This is consistent with the emphasis on 
social embeddedness typical of the coordinated business system. 
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The networking program sought to heighten awareness of the importance of 
networking for the purpose of information gathering and technological exchange 
(Huggins 1996). Local authorities have also played a role in promoting awareness of 
the perceived advantages of cooperation and networking. For example, in 1991, the 
Aarhus local authority developed a Plan 2001 in which it established 'growth groups' 
of 10-15 firms which engaged in seminars and joint projects aimed at enhancing 
cooperative learning with respect to specific aspects of the innovation process 
(Huggins 1996). These policies sought to encourage inter-organisational relations. 
 
The institutional infrastructure for developing and implementing policies in support of 
small business has been an important element of the distinctive Danish approach. The 
broader characteristics of, what has been described as the negotiated economy, 
provides a framework for small business policy in Denmark. While in Australia, 
industry policy consists of a plethora of programs implemented through a central 
bureaucracy, in Denmark there has been a more localised development of policy 
initiatives in regions or clusters, all of which has taken place in the context of the 
negotiated economy. Reference to the negotiated economy is warranted as it has 
provided a critical context for small business policy in Denmark and is the foundation 
of dialogue between the state and industry (Erhvervsministeriet 1997). It has been the 
basis of the coordinating role of the state in Danish public policy which has had 
implications for small business. 
 
The term ‘negotiated economy’ has been used to describe the presence of localised 
policy making in Denmark. As Nielson and Pedersen (1993, 90-91) explain, the 
concept of the negotiated economy is different from the better known idea of the 
mixed economy. In the mixed economy there is a balance between state and market 
and areas of state and market responsibility are clearly defined and state and market 
actors are relatively autonomous in their respective areas. In the negotiated economy, 
there is a blurring of responsibility and control between state and market agents. The 
technology policy infrastructure provides a good example of this blurring between 
public and private institutions. A network of nation-wide technological information 
centres (TICs) has provided skills development and expertise on technology and 
management (OECD 2000a, 109-111). The Danish Technological Institute (DTI) has 
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overseen a technology partnerships program, acting as an intermediary within the 
local technological system by searching for solutions to technological problems, for 
example through international inquiries and the coordination of partnerships between 
local and international firms. The DTI has acted as a supplier, customer or partner in 
the technological development of local small firms (Huggins 1996; OECD 2000a, 
110). 
 
In the negotiated economy, discourses and institutions have established socio-
economic norms for reasonable and responsible behaviour amongst agents (Kjaer 
1996, 203). As Pedersen, Andersen and Kjaer (1992, 1135-1136) explain, the 
concepts of the ‘imagined community’ and ‘procedural rules’ have been important in 
understanding processes in the negotiated economy. Participants within localised 
communities have developed beliefs about the need for agents to co-ordinate 
behaviours because of the interdependency of actions in the local community, which 
seals their common fate – this is the idea of the imagined community.  
 
Firms participation in the policy making process depends on acceptance of procedural 
rules which involve public scrutiny of strategic decisions and a recognition of the 
need to respond to public criticism and justify strategic preference in terms of its 
socio-economic impact. This is demonstrated in the recent industrial development 
strategy, '.dk21' which emphasised the social responsibility of business by 
highlighting the impact of strategic business decision on the social environment 
(Erhvervsministeriet 2000, 32). This involved socially constructed normative forms of 
regulation in which agents sought to influence each others’ preferences through 
incentives and sanctions (Amin and Thomas 1996, 258, 263). Communication has 
been central to this process and policy campaigns have been important in identifying 
policy problems and communicating the idea that firms must act as responsible agents 
in an environment within which strategic actions are interdependent and there is a 
shared fate (Andersen and Kjaer 1993, 208).  
 
Policies affecting small business have tended to be negotiated and coordinated in local 
communities by a multitude of agents including industrial firms, banks, and public 
institutions at various levels of government throughout the 1990s (Andersen and 
Kjaer 1993; Huggins 1996). Private industrial councils have emerged in local areas 
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involving public authorities, the technology centres established under government 
policies, banks and research and technology parks. These institutions have sought to 
influence the strategic behaviour of firms, including small firms, through a 
combination of ‘persuasion threats and financial support’ (Pedersen, Andersen and 
Kjaer 1992, 1126). Communication of ideas and norms has become a central 
characteristic of policy. This has led to the development of shared understandings of 
problems in local economies and is the basis for coordinated efforts to address those 
problems (Andersen and Kjaer 1993, 194). 
 
The concept of resource areas, developed by the Danish Ministry of Business and 
Industry in 1993, formed the basis for the development of policy dialogue between the 
state and industry and reveals the emphasis on inter-firm relations in Danish small 
business policy. The Danish Business Development Council (Erhvervsudviklingsrådet 
– EUR) sought to identify resource areas in the Danish economy and to understand 
linkages and relationships between players operating in the resource areas. As Drejer, 
Kirstensen and Laursen (1999, 183) explain, these resource areas were not simply 
statistical units – instead they were identified through ‘an ongoing and intense 
dialogue with representatives of firms, organisations and public institutions and 
ministries’. The aim was to identify areas that were constituted by linkages and 
relationships between players in particular surroundings (Erhvervsministeriet 1997, 
6). Reference groups were established in each of the resource areas which were 
responsible for identifying areas which required policy attention and working groups 
were established to identify policy initiatives to deal with these problems 
(Erhvervsministeriet 1997, 8). Although the reference and working groups have been 
disbanded, the resource areas remain an integral part of industrial policy making and 
communication between the Ministry of Business and industry in the areas is common 
(Drejer, Kirstensen and Laursen 1999, 187). The policy infrastructure has been a 
central component of the coordinating role of the state and is indicative of an 
emphasis on the social embeddedness of firms. 
 
A recent development in Danish industrial policy, with important implications for 
small firms, is the cluster policy analysis of 1999-2002. This policy analysis updates 
the cluster analyses undertaken in Denmark in the 1990s which resulted in the 
identification of eight mega-clusters, which formed the basis for policy development 
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and the establishment of communication channels or dialogues with industry. The 
most recent cluster policy involves the identification of ‘clusters of competence’ 
which are more specific areas of competency in the Danish economy. Clusters of 
competence are shared competencies based on company inter-relationships, which 
result in competitive performance within the cluster exceeding that across the 
economy more generally. These are clusters of high performance, and the method of 
identifying these clusters is not dissimilar to the cluster studies of the 1990s, involving 
quantitative analysis of, for example, innovation and export specialisation, combined 
with qualitative studies involving in depth interviews with local experts. As with 
earlier aspects of Danish industrial policy, there is an underlying assumption that 
firms exist in a social context, and that that context is critical in explaining strategic 
behaviour and competitiveness.  
 
These clusters of competence provide a basis for enhancing the benefits of relations 
between public institutions and industry and the spin offs for private industry from 
public activity. For example, the 'Childrens' Play and Learning' cluster of competence 
emphasises the spin-offs for private companies in leisure, entertainment and childcare 
facilities that arise from the well funded public child care infrastructure. Public and 
private cooperation in this cluster has resulted in a flow of teachers from public 
facilities in to private firms and has sought to stimulate private activity in the 
development of play school equipment, toys and movies for Danish kindergartens of 
the future. 
 
In Denmark policies in support of small business have therefore been negotiated and 
developed in the context of resource areas and the negotiated economy. During the 
1990s, the focus of industrial policy has been the establishment of communication 
channels in the resource areas and the development of policy solutions to perceived 
problems identified through dialogue with industry. Small business policy has taken 
place in that context – small local firms are part of the resource areas and their 
problems have been regarded as specific to the resource area in which they operate. 
The competitiveness of small business has been linked to the particular institutional 
and social context specific to resource areas. As such, very few programs have 
specifically targeted SMEs (OECD 1997, 65) and Danish small business policy needs 
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to be understood as part of a broader approach to industrial policy and as an element 
of what can be broadly described as a coordinated business system. 
  
Policies directed at small business in Denmark have therefore formed part of a 
broader approach to industrial policy widely referred to in terms of the negotiated 
economy. A well developed infrastructure of communication channels between 
government and industry has provided the basis for the identification of policy 
problems specific to small firms in clusters or regions within the Danish economy. 
Ongoing dialogue with industry has taken place in a context in which public discourse 
has acknowledged the inter-relatedness of  strategic action and has emphasised the 
social embeddedness of  firms as a justification for policy co-ordination. Danish small 
business policy has been consistent with the coordinated approach to small business 
policy and has been part of an institutional infrastructure and belief system that is 




This paper has identified and described two different approaches to small business 
policy. The competitive approach is illustrated by Australia’s small business policy 
regime, which has relied on the provision of financial incentives and the re-
instatement of market relations, where they had previously been eroded through 
government regulation. Rational profit maximisation is regarded as the driver of 
entrepreneurship and innovation. Market relations are perceived as promoting 
entrepreneurial behaviour. Australia fits within this approach, as it has sought to rely 
on cost competitiveness and market incentives in the promotion of small business 
(Parker 2000). This approach to small business policy is consistent with the 
institutions and values of a competitive business system (Hollingsworth and Boyer 
1997; Soskice 1999). 
 
The alternative approach, labelled here as the coordinated approach, incorporates a 
concern with networks of firms and industrial actors. This approach adopts the view 
that the behaviour of small firms is influenced by the social context within which they 
are embedded, often involving relationships either with other small firms or with large 
firms and linkages with customers and suppliers, trade associations, research 
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institutions or vocational training bodies. This approach to small business policy 
reflects a view that the institutional environment within which small firms are 
embedded impacts on their dynamism. The behaviour of economic actors and their 
strategic orientation is affected by social relations. The Danish network program 
demonstrates the coordinated approach to small business policy support, as does the 
broader emphasis on mega-clusters and clusters of competence in Danish industrial 
policy. The context of the negotiated economy has facilitated this orientation in 
Danish small business policy. In that sense, the coordinated business system has 
created an important institutional context for the development of policies impacting 
on small firms (Karnøe 1999). 
 
The potential implications of these different small business policy approaches for 
industrial outcomes can be derived from the literature on competitive and co-
ordinated business systems. This literature is suggestive of a number of findings on 
the relationship between business systems and economic outcomes. Vivien Schmidt’s 
review of four studies of state-industry relations suggests that co-ordinated economies 
potentially produce positive outcomes for industry and the economy: 
…companies in cultures that emphasize community and cooperation benefit 
from more productive interfirm relations than companies in individualistic 
cultures … a history of government controlled or managed competition is 
more beneficial to long-term firm success than a laissez-faire approach that 
increases adjustment difficulties during economic downturns … centralized, 
statist policymaking processes of interventionist governments can under 
certain circumstances prove more successful than less interventionist 
governments … governance systems with cooperative labor relations, quality 
worker training programs, large powerful unions, and close assembly-supplier 
relations tend to benefit firms competitiveness more than systems with weak 
unions, conflictual labor relations, poor training programs, and distant or 
unequal assembly-supplier relations. 
 
While such an analysis might suggest that the Danish approach to small business 
policy is superior to the Australian approach, a more cautious conclusion is required. 
The business systems literature tends not to make universal claims regarding the 
merits of one system over another. The literature does, however, contribute to an 
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understanding of the way in which different business systems give rise to 
competitiveness in different types of industries (Hollingsworth and Boyer 1997). 
 
In respect of innovation, coordinated and competitive models are thought to give rise 
to quite different innovative capacities. The coordinated model, typical of Germany 
and Sweden, is regarded as being oriented towards incremental innovations, 
particularly in medium-technology industries (Streeck 1996; Carlsson 1996, Matraves 
1997). The focus of innovation in this model is on the development and application of 
new technologies to existing production activities, as opposed to the development of 
new products and processes (Soskice 1999).  In contrast, the competitive model, 
typical of the United States, is regarded as conducive to success in industry sectors 
characterised by rapid and radical innovations or dominated by new firms, including 
defence, computer systems and finance and business services (Hollingsworth and 
Boyer 1997; Soskice 1999).  
 
We might therefore expect contrasting approaches to small business policy in 
Australia and Denmark to be oriented towards success in different types of industries. 
In Denmark, we might expect the more coordinated business system to be oriented 
towards success in medium technology industries, while in Australia services sector 
industries might perform well under the competitive system. This seems to be broadly 
confirmed by empirical evidence. Data indicate that in the mid-1990s, high and 
medium technology industries constituted  8.7 percent of value added in Denmark and 
only 4.1 percent in Australia (OECD 2000b). In the services sector the picture is 
reversed – Australia has a larger services sector than Denmark. In Australia, finance 
insurance and business services constituted 26.1 percent of value added and in 
Denmark 23.9 percent. In community social and personal services a starker 
comparison can be made between the two countries. This sector constituted 14.9 
percent of value added in Australia and only 7.0 percent in Denmark. Importantly, this 
sector relies on low wage employment. As small business policy in each of the 
countries seeks to reinforce the dominant characteristics of the business system, with 
its orientation to either competition or coordination, it might be expected that small 
business policy would contribute to continued success in those sectors which are 
currently dominant in Australia and Denmark.   
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Public policy can be understood as a component of a variety of capitalism or business 
system and at the same time the system operates as a constraint on policy. The path 
dependency of institutions and values (or varieties of capitalism) means that public 
policies that are inconsistent with the existing institutional or value mix would be 
unlikely to be successful (Dobbin 1994). Small business policy may also be 
understood as a component of the business system, in that it contributes to the 
coordinated or competitive nature of the system. Small business policy is constrained 
by the existing institutional and value set of a nation, suggesting limitations to the 
possibility of using small business policy to promote different kinds of capitalism or 




1The discussion of Danish government policy refers to policies in place prior to the 
election of November 2001.  
 
2Unless otherwise acknowledged, material in this section is based on discussions with 
Pia Mulvad Reksten, Mette Holm Dalsgaard and Birgit Kjølbye from the Danish 
Agency for Trade and Industry, Ministry of Trade and Industry, whose assistance is 
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Market relations State coordination 
- motivate economic actors to engage 
in high-risk activities through market 
incentives (typically profits) 
- deregulated labour market allowing 
for wage differentials – high wages in 
new and rapidly changing industries 
and low labour costs in low wage 
industries 
- lower taxes which are regarded as 
interfering with rewards for 
entrepreneurial activity 
- reform of administrative requirements 
which are viewed as imposing 
unnecessary costs on business and 
reducing rewards 
- emphasis on competition 
 
State sponsored institutional framework 
for the purpose of: 
- establishing communication channels 
between firms and with the state 
- coordinating economic actors, 
including small business, in the 
pursuit of objectives determined 
through public negotiation 
- identifying common goals 
- consolidating disparate interests 
- managing risk and uncertainty 
 
Firm autonomy Social embeddedness 
- emphasis on individual entrepreneurs 
and risk takers as basis of small 
business competitiveness 
- utilisation of management training 
and skills development for small 
firms to enhance entrepreneurial skills 
and culture 
- emphasis on fostering relations 
between small firms, with large firms 
or other institutions including 
technology, research and training 
institutions 
encouraging networking for research, 
marketing, information sharing, product 
or technology development 
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